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General Business Conditions 





E course of business during 1927 

was characterized by a slow start, a 

gradual rise to satisfactory levels 

during the Spring, a seasonal reces- 

sion during the Summer, a disappoint- 

ing recovery during the Fall, and a decrease 
of activity in the final months. 


The year closes with evidence of consider- 
able slack in the industrial situation. Railway 
car loadings in recent weeks have been show- 
ing a progressive decline, the figures for the 
four weeks ended December 17 being 11 per 
cent under those of the same period of last 
year. Employment in manufacturing indus- 
tries throughout the United States in Novem- 
ber was reported by the United States Labor 
Department to be 6 per cent below that of 
the corresponding month of last year, while 
aggregate payrolls showed a reduction of 8 
per cent. Automobile production during 
November was the smallest for any month 
since 1922, and average daily steel output was 
the smallest since July, 1925. 


Holiday trade has had the center of the 
stage during the past month, and while it is 
still too early to measure results precisely, the 
preliminary reports seem to indicate a fair 
volume of business, despite unfavorable 
weather during much of the shopping period, 
reduction of activity in basic industries, and 
more noticeable unemployment in various cen- 
ters. Bradstreet’s reports trade in many lo- 
calities as measuring up to last year’s levels, 
and actual figures furnished the Federal Re- 
serve Bank of New York by local department 
stores indicate a substantial increase for New 
York City and Newark. Sales of the two lead- 
ing mail order houses, Montgomery Ward and 
Sears, Roebuck, have been running ahead all 
Fall, reflecting improved agricultural purchas- 
ing power, and doubtless will continue to com- 
pare favorably in the December reports. On 
the other hand, Boston department stores re- 
porting to the Federal Reserve Bank show a 
loss in sales from a year ago, and it is not un- 
likely that final reports from various other 
centers will show decreases. There has been 





Economic Conditions 
Governmental Finance 
United States Securities 











New York, January, 1928 


much complaint also from small retail mer- 
chants whose figures are not included in the 
statistics of retail trade published by the chain 
stores and the department stores and who are 
feeling keenly the competition of these larger 
merchandising units. Obviously, there is no 
way of taking any very close account of all 
of these factors in arriving at a total for trade, 
but the volume of currency required for holi- 
day purchases is some measure, and this was 
somewhat smaller this year than in 1926. 


1927 A Good Year in the Aggregate 


Looking at the entire year in retrospect it 
is evident that production and trade have been 
large despite the recent decreases in some lines. 
The automobile and steel industries are the 
outstanding individual exceptions. Textiles, 
boot and shoe production, leather tanning, and 
automobile tire manufacturing have shown a 
volume larger than last year, while industries 
like baking and manufacture of food and to- 
bacco products have continued to forge ahead. 
Practically all products have to be moved by 
rail, so that car loadings are a good meas- 
ure of the total of all goods entering into 
trade. Since the first of the year these have 
amounted to 50,946,044 cars, as against 52,- 


. 338,058 in the corresponding period a year 


ago, a decrease of only 2.6 per cent. 


The following table prepared by the statis- 
tical department of the Federal Reserve Bank 
of New York gives a good comparative picture 
of business during the past two years in a wide 
diversity of lines, and shows where the im- 
portant gains and losses of the year have 
occurred. Attention is invited particularly to 
the last group containing indexes tending to 
reflect a composite of all industry and trade. 
It will be seen that many of these such as bank 
debits (checks cashed at banks), electric power 
consumption, postal receipts, and car loadings 
of merchandise and miscellaneous freight com- 
pare favorably with the corresponding figures 
of last year. Taking the year as a whole de- 
creases in rail traffic have been chiefly in the 
raw materials moved in bulk, such as coal, 
while factory employment undoubtedly has 
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been affected by the increased use of labor 
saving devices as well as by curtailed sched- 
ules in several important lines. 


Per Cent Change 
1927 from 1926 


Per Cent Change 
1927 from 1926 

Manufactures Peaches, Total —35 
Glove Leather mnncnuunme +18 Apples, Total —50 
Sole Leather +18 
Silk Imports ....... +17 Foods and Tobacco 
Rayon Production CS een eee 
Cottonseed Oil refined... +14 Cottonseed Oil Crude... 
Cotton Consumption ....... +13 Cigarettes 
Wool. Consumption ........... +12 Hogs slaughtered 
Silk Consumption Total meat, inspected... 
Boots and Shoes. Lard 
Tires caine 2 OE eee 
Cottonseed Cake & Meal Sheep & Lamb slaught’d 
ae a be 
Rubber Consumption ....... Tobacco and snuff 
Total Paper ....... Calves slaughtered 
OES SS ae Sugar meltings 
Automobiles, Trucks ........ Cattle slaughtered 
Newsprint Paper heese 
Automobile Rims nc os 

Building 


Automobiles, Pass. Cars 

Freight Cars... Structural Steel Orders... 

tives Dry roofing felt. 
Cement ncccossnens: 

2 2a 

Building Contracts ........ 

Building Permits ............ 
Lumber, cut 


Trade 


Gro. Chain Store Sales 
Grain Exports ......... 
Chain Store Sales........... 
Panama Canal Traffic... 
Dept. Store Sales... 
Mail Order Sales 
Total Exports (U. S.).... 
Real Estate Transfers... 
Wholesale Trade 

Total Imports (U. S.)..... 


Crops Financial 
Rye Cotton futures 
IR ssteaiccanicsicescnatiiintia Corporate financing ~..... 
pO earn Stock sales, N. Y. Ex... 
eae Grain future sales.. 
Hay, all .. Seamaster C ] 
Burchewheat anicciccccncneneene ae shana 
Potatoes, SWEEE ccsennnsenee: = Debits, : a a 
Potatoes, white Electric Power 

Sugar Beets ncccccccccccnunmes Business Failures 
, & sie iii Debits, Outside N. Y. C. 

BI ite aiaschinsininscsiis siete Postal Receipts ccccmmcncenne 
es ee Life Insurance Sales....... 
Grain Sorghums New Corp., N. Y. S..w 
Beans, dry edible... Freight Ton Mileage....... 
I cuacsctahsapintontnistlaielies Magazine Advertising ..... 
Oats uu = 4  Carloadings, Mdse. & 
OS era _ ae eee 
Pears, Total nccnucnnmmn —28 Employment (U.S.) —. 
COttOtd ceeevvccrcsnseneerenernenee <—29 Newspaper Adver. ....... 
Broom Corn rmmue. —33 Carloadings, Other nce 
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The Trend of Building 


In building, which has been the backbone of 
business expansion for several years, the ex- 
pected decline in the construction of homes 
and office buildings has occurred. Large short- 
ages in building were created during the war, 
and the making up of this deficit, together 
with the added demand for better homes 
created by the rising standard of living, has 
been the basis of a building boom which ob- 
viously could not go on indefinitely. During 
the past year building permits in represent- 
ative cities have declined 12 per cent below 
the corresponding figures for last year, and 
these recessions have been accompanied by 
declining prices of building materials and con- 
siderable unemployment in the building trades. 
The fact, however, that construction work of 
other types has gone ahead in even larger 


volume than last year has compensated in a 
measure for the lessened activity in certain 
lines and prevented the industry from running 
into depression. The low rates of interest 
prevailing have provided an attractive op- 
portunity for the financing of all sorts of 
public improvements, such as road building, 
construction of subways, bridges, etc., and 
this work together with the continued ex- 
pansion of the electric power industry has 
provided the needed backlog of business, so 
that despite the falling off in house and office 
building the total value of contracts of all 
sorts awarded in 1927 has been about the 
same as in 1926. 


The Decline of Business Profits 


The most unsatisfactory feature of business 
in 1927 has been the decline shown in business 
profits. This is the result both of the further 
decline of prices and of the decrease in volume 
in many important lines. During 1926 and 
the first half of 1927 business was enabled to 
make a good showing as to earnings in spite 
of falling prices, because volume was still 
holding up and unit costs of production could 
be kept down. With a slackening in the rate 
of output such as occurred later in the year 
the effect on earnings quickly became pro- 
nounced. 

Naturally any decline in earnings is a source 
of disappointment, but business men of experi- 
ence will not be discouraged by the year’s 
showing. Total corporation profits will not be 
as good as in 1926, but most corporations have 
earned their dividends by a substantial margin, 
and in general the cash position of industry is 
unusually strong. 

A period of business boom such as that 
which accompanied and followed the war sets 
up an artificial standard of prosperity which 
is hard to live up to when conditions become 
more nearly normal. There is much said nowa- 
days about the intensity of competition, as 
though this were something unusual. As a 
matter of fact business in ordinary times is al- 
ways keenly competitive and prosperity is 
never equally distributed through all lines of 
industry and trade. Even in good times the 
number of concerns which make no money 
or incur deficits is surprisingly large. Figures 
published by the Bureau of Internal Revenue 
from the statistics of corporation income are 
illuminating on this score. In the year 1925, 
for example, generally considered a good year 
for business, 177,738 corporations, or 41 per 
cent of all those reporting, went into the red 
to the extent of $1,963,000,000. Results of 
previous years were even less favorable, with 
1921, the year of depression, making the worst 
showing of all, the number of companies mak- 
ing no money actually exceeding those which 
did. The following table comparing by years 
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since 1920 the number of corporations which 
made money and their aggregate net income 
with the number which made no money and 
their aggregate deficit is worth a careful study. 
We particularly commend it to those who have 
any doubts as to the difficulties and hazards 
with which business is constantly surrounded. 


Corporations Report- 
ing Net Income 
Number Net Income 
Million 
Dollars 
7,903 
4,336 
6,964 
8,322 
7,587 
9,584 


Corporations Report- Income in Ex- 
ing No Net Income cess of Deficit 
Number Deficit 
Million Million 
Dollars Dollars 
2,029 5,874 
3,878 458 
2,194 4,770 
2,014 6,308 
2,224 5,363 
1,963 7,621 


203,233 
171,239 
212,535 
233,339 
236,389 
252,334 


142,362 
185,158 
170,348 
165,594 
181,032 
177,738 


With this constant process of elimination of 
the unfit going on, it is no wonder that we 
hear complaints of poor business from those 
who are having trouble in adjusting them- 
selves to the changing currents of the times. 
Unquestionably events of the past year have 
been of a character to intensify the difficulties 
of management, but business on the whole has 
come through in a manner which speaks well 
for its ability to adjust itself to trying cir- 
cumstances. Knowing that keen competition 
is an ordinary condition of business, the ma- 
jority of business men do not shrink from a 
contest of wits and resourcefulness with their 
competitors. All they ask is the assurance 
that fundamental conditions be sound and such 
as to guarantee a fair degree of stability, so 
that each one may strive for success without 
fear of general complications arising in the 
business situation which may set his best ef- 
forts to naught. Happily, there seems good 
reason to believe that business can have this 
assurance during the new year. 


Reasons for Anticipating Good Business 


The reasons for anticipating better business 
in 1928 have been enumerated often. 

Money conditions are favorable and while 
rates may reach somewhat higher levels dur- 
ing the year than in 1927 no advance large 
enough to handicap business is in sight. 

Inventories are generally low and will need 
replenishing. : 

Falling prices, which made conditions diffi- 
cult for business in 1927, are not so likely to 
be a factor in 1928; in fact, prices, if anything, 
are likely to advance somewhat. 

Industry is ridding itself rapidly of high 
capital charges, as lowering of long term in- 
terest rates is making possible the refunding 
of high coupon obligations at lower levels. 
According to computations of Dow, Jones & 
Co., bonds called for payment in 1927 in ad- 
vance of maturity aggregated $1,526,757,000, 
the largest on record and an increase of 
$710,000,000 over the previous record estab- 
lished in 1926, 


538 


Building construction, taking all types of 
work, promises to be sustained at relatively 
high levels, and a substantial recovery in auto- 
mobile production is confidently predicted. 

Farm conditions are better than a year ago. 
The Department of Agriculture in its estimate 
of the value of principal farm crops based on 
prices December 1, places the total $635,146,- 
000 higher than the corresponding total for 


1926, though still $520,695,000 below the total 
for 1925. 


Oil Outlook Improves Slightly 





The oil industry was in a depressed state 
throughout the past year due to the over-pro- 
duction of crude petroleum and the resulting 
decline in prices of crude and refined products 
which caused earnings of practically all com- 
panies to fall substantially below 1926. Out- 
look for the coming year is spoken of as some- 
what better, but opinion in oil circles rather 
discourages any hopes for material improve- 
ment in the near future. 

Decline in fuel oil prices has been particu- 
larly severe, latest quotations for bunker fuel 
in New York being $1.35 per barrel, contrasted 
with $1.75 per barrel at the beginning of 1927. 
Prices of Mid-continent crude and of gasoline 
are also considerably lower. While Pennsyl- 
vania crude was advanced slightly in Decem- 
ber, this increase was not of general signifi- 
cance inasmuch as this oil is used chiefly in 
the manufacture of lubricants rather than 
gasoline and fuel oil. 

Production in the Seminole fields in western 
Oklahoma has been declining rapidly and lead- 
ing operators there have decided to extend 
until March 1 the limitation on new drilling 
operations, which means that production from 
new wells will not be available until summer. 
This may possibly result in a firming up of 
Mid-continent prices. Seminole crude is of 
high gravity, averaging over 40 degrees and 
yielding an unusually high percentage of gaso- 
line, so that it has been a chief factor during 
the past year in the national supply. 

However, it seems equally certain that if the 
price rises appreciably, production will be in- 
creased again and it will be hard to keep in 
line the numerous operators who had previ- 
ously decided to curtail. Furthermore, the 
situation in the new fields of west Texas indi- 
cates a rapidly mounting production in that 
territory, which is looked upon as a determin- 
ing influence on conditions this year. 

West Texas crude is of lower gravity, per- 
haps averaging 30 degrees, it can be easily 
shipped in tank cars to Mid-continent as well 
as Gulf refineries and also is an important fac- 
tor in gasoline supply. The construction of 
pipe lines from the west Texas field is going 
forward rapidly and every few weeks the com- 
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pletion of some new line is announced, al- 
though so far most of these have been branch 
lines to railroads rather than trunk lines. The 
increase in west Texas production may be 
expected to more than offset the decrease in 
Seminole. 

Stocks of crude, including gas and fuel oil 
in California, were added to during the past 
year by about 69,000,000 barrels, so that not- 
withstanding that stocks of refined and partly 
refined were drawn down 4,000,000 to 5,000,- 
000 barrels, total liquid stocks at the beginning 
of this year are somewhat higher than a year 
ago. It is not believed likely that anywhere 
near the amount of crude will be run into stor- 
age during 1928 as was done in 1927, inas- 
much as production is holding steady while 
consumption is constantly growing. 


Outlook for Oil Company Earnings 


Earnings of the oil companies this year may 
be better than in 1927, when the losses were 
due in considerable degree to the drop in in- 
ventory values, which is not likely to be re- 
peated this year. Moreover, the price of gaso- 
line might be somewhat higher as gasoline 
stocks have been drawn down sharply during 
the past year. Profits of the producing com- 


panies having flush production in the new 
fields should be satisfactory inasmuch as cost 
of raising the oil under such conditions is only 


a few cents per barrel, but expenses of com- 
panies in the older fields, where wells must be 
pumped and yield only a few barrels per day, 
are much higher and earnings will suffer ac- 
cordingly. 

Profits of refiners are unsatisfactory due to 
the low price of gasoline, the unusually keen 
competition, and the high marketing expense. 
The gas service station situation has reached 
an acute stage owing to the race of various 
refineries to install their pumps and tanks in 
localities already over-supplied. To finance 
these installations ties up a large amount of 
capital, and one may observe on many motor 
highways an almost continuous string of sta- 
tions representing the various companies, or 
even in some cases individual stations selling 
a half-dozen brands of product. 

Domestic consumption of gasoline by auto- 
mobiles and exports in 1927 increased approxi- 
mately 13 per cent over 1926, and during the 
coming year demand is expected to maintain 
its substantial and steady growth. The estab- 
lished habit of automobile riding, encouraged 
by closed cars and better roads, makes for 
stable consumption. 

At the recent Chicago Convention of the 
American Petroleum Institute the general sen- 
timent among oil men appeared more hopeful. 
They feel that a betterment of the Mid-conti- 
nent price this year is not at all unlikely, 


although at the same time they fear that any 
increase in price would stimulate further pro- 
duction. It should also be kept in mind that 
the proven reserves outside of this country are 
ready to send much more oil here at any mo- 
ment when better prices warrant so doing. 


Venezuela in September for the first time 
passed Mexico in the volume of crude oil pro- 
duced. With developed production in Vene- 
zuela far in excess of capacity of shallow draft 
tankers for lake service to move it, and with 
Mexico’s yield definitely on a down-grade, due 
largely to political conditions, Venezuela ap- 
pears likely this year to become the second 
largest oil-producing country in the world, be- 
ing exceeded only by the United States, with 
Russia a close third. 


Domestic production continues to run be- 
tween 2,400,000 and 2,500,000 barrels per day, 
which it has averaged for the past year, but 
at the beginning of 1926 and several years 
prior the output was only about 2,000,000 bar- 
rels daily. Sentiment in Wall Street has for 
some time been bullish on oil securities but the 
views of conservative men in the industry do 
not suggest that consumers of gasoline need 
expect to pay much higher prices in the near 
future, nor that any very material improve- 
ment in oil company earnings is in sight. 


The Federal Oil Conservation Board, after 
making an extensive survey last year on the 
problem of regulating oil production, has or- 
ganized a committee to draft a bill for intro- 
duction into Congress for the conservation of 
our petroleum resources. This committee is 
now holding sessions. It is composed of repre- 
sentatives from the Department of the In- 
terior, Department of Commerce and Federal 
Trade Commission, together with three repre- 
sentatives of the American Bar Association 
and three members chosen to represent the in- 
dustry by the American Petroleum Institute, 
which also has been striving for some sound 
plan of cooperation. 


The Gold and Credit Situation 


The United States gained about $56,000,- 
000 of gold in the first half of 1927 by excess 
of imports of the metal over exports, and lost 
$207,000,000 in the second half of the year by 
excess of exports, making a net loss for the 
year of $151,000,000. These are approximate 
figures, as calculated by the Federal Reserve 
authorities after taking account of earmarking 
operations, by which gold is segregated at the 
Reserve Bank of New York subject to the 
orders of foreign owners, or released upon their 
orders. Gold thus segregated is treated as no 
longer part of the monetary stock of the United 
States; in other words, it is regarded as con- 
structively exported, and, conversely, if ear- 
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marked gold is released, it is constructively 
imported. 


The year began with imports in January of 
$38,000,000 from Canada and $15,000,000 from 
France. The former had no particular signifi- 
cance, as gold usually goes from New York to 
Canada in the Fall months.and returns after 
the end of the year, but the French shipments 
were the beginning of an important movement 
of a financial rather than commercial charac- 
ter. In addition there were imports of approxi- 
mately $22,000,000 from Australia scattered 
throughout the year, and $30,000,000 more in 
May on French account. These were the most 
notable features of the import movement. 


Beginning with September, exports by coun- 
tries and total imports to December 31 were 
as follows: 


Significance of the Export Movement 


The export movement of the last four 
months has been heavy enough to occasion 
considerable comment, and with earmarkings 
included has been larger than the public has 
known. There is interest in knowing whether 
any fundamental change is taking place in our 
economic relations, and whether or not the 
movement may go far enough to affect busi- 
ness conditions in this country. 

It is evident that the greater part of the 
shipments have not been due to ordinary ex- 
change conditions, but to transactions for 
special purposes. 

The movement to Argentina has been partly 
for fiscal purposes and partly in settlement of 
that country’s heavy commodity exports in 
the past year. The Government, in contempla- 








IMPORTS AND EXPORTS OF GOLD TO AND FROM THE UNITED STATES* 
September—December 1927 


1927 September 


87,232 


October 
$ 1,086,186 
Belgium 
France 
Holland 
Poland .... 
Sweden .... 
United Kingdom 
India 
Argentina 
Brazil 
Mexico 
Uruguay 
Other Countries 























23,139,900 
10,000 
573,565 








596,781 474,344 


10,697,641 
2,056,218 


8,641,423 


24,443,978 
12,978,592 


Total Exports .. 
Total Imports .. 


Net Exports 11,465,386 


November 
$20,058,967 


Decembert 4 Months’ Total 
$4,000,000 $25,232,385 
2,200,000 2,200,000 
10,000,000 10,000,000 
8,000,000 8,000,000 
5,000,000 5,000,000 
1,027,000 1,027,000 
8,545,000 8,545,000 
2,365,000 2,580,057 
29,850,000 61,389,900 
33,010,000 
1,817,051 
2,000,000 
5,524,748 


166,326,141 
25,997,056 


140,329,088 


33,000,000 

580,932 
2,000,000 
2,932,000 


75,919,000 
8,880,000 


1,521,623 


65,265,522 
2,082,246 


53,183,276 








67,039,000- 





*Earmarkings not included. 
tDecember figures preliminary. 


The Monthly Review published by the Fed- 
eral Reserve Bank of New York, in ‘its Janu- 
ary, 1928, number, gives the net changes in 
our gold stock by imports and exports and by 
earmarking operations in each month of 1927, 
as follows: 


GAIN OR LOSS TO GOLD STOCK 
(In millions of dollars) 
1927 


Through Imports 


Through 
or Exports 


Earmarking 


4 


January 
February 
March 
April .. 
May .... 
June .... 
July .... 
August 
September 
October 
November 
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— 67* 





* December figures preliminary. 


tion of the restoration of the gold standard, 
placed a loan of $40,000,000 in New York in 
August, withdrawing the proceeds in gold, and 
the favorable trade balance produced by the 
crop had the effect of depressing the foreign 
exchanges, inducing shipments on private ac- 
count from Great Britain, South Africa and the 
United States. 

The movement to Brazil was the result of a 
loan flotation in this market, the proceeds to 
be used in placing the monetary system of that 
country on a gold basis. The $5,000,000 sent 
to Poland was part of the proceeds of a loan 
of $72,000,000 in October, of which $47,000,000 
was placed in New York, for the purpose of 
restoring the monetary system of that country 
to a gold basis. Very likely more gold will go 
out on this account. 

The $10,000,000 taken for Paris on December 
27th was on account of the funds which the 
Bank of France and the French Government 
were accumulating here ‘n 1927, partly by 
shipments from London and the continent and 
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partly in exchange for private funds trans- 
ferred to France. The latter transactions were 
in pursuance of the policy of stabilizing the 
French exchanges. The French holdings in 
New York are still large, partly in earmarked 
gold and partly in bank deposits and market 
loans. Other shipments on this account are 
said to be pending. 

The shipments to Canada represent a nor- 
mal seasonal movement and the return flow has 
already begun. The shipments to Belgium, 
Mexico, Sweden, Holland, India, Uruguay and 
Great Britain seem to have been due to the 
state of the exchanges, although there are 
reasons for thinking that some of them were 
not on a profitable basis in the ordinary sense, 
and therefore did not reflect actual exchange 
conditions. 

Leaving out the shipments to Argentina, 
Brazil, Poland, France and Canada the aggre- 
gate to the other seven countries is about 
$25,000,000, a sum which of itself would not 
attract attention. 


Foreign Loans as a Factor 


What is the significance of the fact that the 
exchanges are so generally against the United 
States that numerous countries seem to be able 
to take gold from us, either on the basis of 
prevailing exchange rates or by offering slight 
inducements? Apparently the explanation is 
in the unprecedented volume of foreign bor- 
rowing in this market in the past year, as 
shown in our review of these transactions else- 
where in this Letter. This has been the cheap- 
est international money market of large ca- 
pacity. The only central banks maintaining a 
3%4 per cent discount rate in the last half of 
1927 were the Swiss Bank and the Reserve 
banks. At the end of the year, of 32 central 
banks only 5 are maintaining rates below 5 per 
cent, to-wit, the Bank of Sweden* and Bank 
of France, 4 per cent; the Bank of the Nether- 
lands, the Bank of Belgium, and the Bank of 
England, 4% per cent. 

This does not mean that either in Switzer- 
land or the United States money is being 
loaned freely at 3% per cent, but these central 
bank rates are significant of general conditions. 
The United States is a low money market in 
which a great aggregate of loans has been 
made to borrowers of other countries in re- 
cent months. These loans involve on our part 
the payment of principal sums, which unless 
offset in the exchanges by payments running 
to us, tend to lower our exchanges to the gold 
export point. 

The high rate of British exchange in terms 
of dollars has continued to be a subject of dis- 
cussion abroad, but no adequate explanation 
for it appears except the heavy purchases of 





*The Bank of Sweden has announced a reduction 
from 4 to 3% per cent to take effect January 2, 1928. 
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foreign securities by the United States, which 
occasion remittances to London as a great cen- 
tral market. The London Times under recent 
date refers to our investments as follows: 

Within the past few weeks, American buying of 
British-held securities in Empire cr foreign enter- 
prises has been very marked, and American capital- 
ists have shown a keen desire to invest capital in or 
raise money for British industrial enterprises. This 
movement of American capital must in the end neces- 
sarily produce a lower rate of interest in this coun- 
try, as in fact it has already done on the Continent. 
The rate of interest for capital, as reflected in the 
prices of high-class British securities, shows prac- 
tically no reduction since the beginning of 1923, 
though since that date income-tax has been reduced 
slightly, while the pound sterling has been raised in 
value by the restoration of the gold standard. 

It must not be thought that London is mak- 
ing no foreign investments in these days. Ac- 
cording to the Times the aggregate of such 
investments in 1927 was larger than in any 
year since 1920. 


Influences Affecting the Balance of Payments 


What are the fundamental conditions affect- 
ing the international payments, and what rea- 
sons may there be for thinking that important 
changes have occurred or are pending therein? 
Our loans abroad create immediate debits 
against us and prospective credits in our favor 
thereafter. The volume of regularly accruing 
credits on this account is increasing from year 
to year. The debits arising from new loans 
will decline of course whenever the volume of 
new loans declines. The investments of for- 
eigners in this country if sold for the purpose 
of taking the capital home would create debits 
against us, and a desire to take profits might 
induce such action at this time. In the last 
several years, however, foreign investors have 
been freely buying back foreign securities 
placed here. 

Foreign deposits in American banks and 
foreign investments in the short term money 
market are subject to reduction or withdrawal, 
and the amount of foreign funds employed or 
on deposit in New York is larger than before 
the war, but the position of New York in 
world finance is different from what it was 
then, and seems likely to remain different. 

The most important sum of temporary funds 
is that belonging to France, as to which the 
common surmise has been that probably it 
would remain for the most part until the plan 
of the French Government for the resumption 
of gold payments was put into effect. It is the 
usual policy to prepare for such an event by 
arranging credits abroad to provide for a pos- 
sible outward movement of capital when long- 
existing restrictions are taken off, and these 
funds would serve that purpose. 

In financial circles in this country, the fact 
has been generally recognized that the move- 
ment of gold to the United States since 1914 
has been due to abnormal conditions, and that 
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as a matter of prudence bank reserves should 
be large enough to allow for a redistribution 
of a share of the accumulations. This has been 
the answer of American bankers to European 
criticism on the subject of banking reserves. 
The problem has been to have such an out- 
ward movement of gold as might be necessary 
take place under conditions not injurious to 
the United States. 


Our fésition in foreign trade is another fac- 
tor, but our exports in 1927 are practically at 
the top of the record of peace-time years, and 
the trade balance in our favor has been larger 
than in 1926. The price and cost-of-living in- 
dexes do not indicate changes as between the 
United States and other countries sufficient to 
seriously affect trade conditions. The differ- 
ences among the European indexes are as 
great as between any of those and similar cal- 
culations for this country. Clearly the trade 
situation has not been an important factor in 
the present gold movement. Its influence 


counts in favor of imports rather than exports. 


The other factors in the balance of inter- 
national payments are not subject to sudden 
changes. Indeed there is reason for thinking 
that the time of abrupt changes in trade and 
exchange relations has gone by. All Europe 
appears to be firmly established in permanent 
relations on the gold basis. A general scarcity 
of capital exists over there, as reflected in the 
borrowings here, but if that is a reason for 
withdrawing funds now employed in New 
York it is a reason which has existed hereto- 
fore. 
been regarded as reserves, and if that is their 
function there appears to be no reason why 
there should be a general withdrawal. 


Foreign Loans as a Factor 


If the foregoing is a correct survey, the 
dominating influence making for the gold 
movement is that of our foreign loans, which 
of course is within our own control. The 
loan-making can be stopped at any time when 
it seems to be to our disadvantage. Indeed, 
the loss of gold would tend to put an auto- 
matic check upon it by tightening the money 
market, but for the policy of the Reserve 
authorities in releasing funds to the market 
for the purpose of counteracting the natural 
effects. In the opinion of the Reserve author- 
ities, in which economists generally concur, 
the loans and the gold exports are tending to 
restore the world equilibrium to the general 
advantage, including our own. This view is 
disputed by people who see nothing in world 
trade but competition, and fear that world 
prosperity means nothing but more competi- 
tion. Fundamentally, however, competition 
is an incident of trade, and the really import- 
ant thing is that there shall be a great volume 


Apparently the funds kept here have 


of trade, with all nations participating, every- 
body employed, and everybody in possession 
of buying power. It is a mistake to think of 
loans as increasing the competitive power of 
other countries, without recognizing that they 
also increase buying and consuming power. 
If the borrowers do not buy of us they buy of 
others, who buy of us. Purchasing power is 
widely diffused. 


Allowing, however, for some differences of 
opinion over the foregoing theory, let us con- 
sider what would be the effects of discon- 
tinuing the making of foreign investments? If 
completely discontinued, the balance on cur- 
rent payments evidently would become heavily 
in favor of the United States. Exchange on 
this country would rise, and gold imports 
probably would ensue, presenting a problem 
more difficult to deal with and therefore more 
menacing than gold exports. The latter un- 
doubtedly are beneficial to the general world 
situation, and there is reason to believe are 
within the control of the Reserve authorities, 
but gold imports would be harmful abroad and 
harmful here. They would tighten the mon- 
etary situation in Europe, menace the indus- 
trial recovery in Germany and Great Britain, 
and exert an influence adverse to the success- 
ful reestablishment of the gold standard in 
Italy, Poland and France. In this country 
they would enter directly into the money mar- 
ket as the basis of loans, thus giving an impetus 
to credit expansion. 


Furthermore, the renewed importations, by 
a cheapening of money here and tightening 
of money abroad, would revive foreign flota- 
tions here, thereby probably bringing on an- 
other outflow of gold, in which case we would 
be back facing the same question we are dis- 
cussing now, except that we would have a 
larger volume of bank credit outstanding, and 
be in poorer condition to lose gold than now. 
If credit expansion thus induced should also 
affect the commodity price level, and through 
this means the foreign trade balance, gold ex- 
ports would be more difficult to control, and 
the effects upon general business would be 
more disturbing. 

Whatever disagreements we may have, we 
should be of one mind for some time to come 
toward importations of gold, for reasons which 
will appear from the bank statistics which 
follow. 


A survey of the gold stock of this country 
and of the outstanding volume of bank credit 


over the last five years follows herewith, and 
merits careful attention. 


The Gold Stock and Volume of Bank Credit 
Outstanding — 1923-1927 


The monetary gold stock of the United 
States at the beginning of each year 1923-1927 
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and the beginning of each month of 1927 was 
as follows: 


January 1, 1923 
January 1, 1924 
January 1, 1925 


$3,929,000,000 
4,244,000,000 
4,499,000,000 




















January 1, 1926 4,399,000,000 
January 1, 1927 4,492,000,000 
February 1, 1927 4,564,000,000 


March 1, 1927 
April 1, 1927 


4,586,000,000 
4,597,000,000 














May 1, 1927 4,610,000,000 
June 1, 1927 4,608,000,000 
July 1, 1927........ 4,587,000,000 





August 1, 1927 
September 1, 1927 
October 1, 1927 
November 1, 1927 
December 1, 1927... *4,448,000,000 
January 1, 1928 *4,375,000,000 


*Estimated on basis of exports and earmarkings. 


4,580,000,000 
4,588,000,000 
4,571,000,000 
4,541,000,000 




















These figures show that from January 1, 
1923, to January 1, 1925, the United States had 
a net gain in its gold holdings of $570,000,000, 
and from the latter date to January 1, 1928, a 
net loss of approximately $124,000,000. 


The banking statistics which follow show 
that in the two years from December 29, 1922, 
to December 31, 1924, the loans, discounts and 
investments of the member banks of the Re- 
serve system increased by the sum of $3,258,- 
085,000, and in the three years (lacking about 
three months) from January 1, 1925, to October 
10, 1927, the increase was $4,424,200,000. The 
latter date is the latest one for which all mem- 
ber bank figures are now available, but the 
figures for the members reporting weekly in- 
creased from October 10 to December 21 by 
$681,000,000. It may be concluded, therefore, 
that the increase for all member banks in the 
three years to December 21 was over $5,- 
000,000,000. These figures are surprising, in 
view of the actual loss of gold in that time, and 
illustrate the enormous potentiality of gold and 
reserve credit as the basis of loan expansion. 


Reserve Bank Credit in Use, 1923-1927 


The table following shows the amount of 
Federal Reserve credit outstanding at given 
dates over the last five years, and the classes 
of paper by means of which it is extended; also 
the figures for gold holdings, notes in circu- 
lation, member bank reserve deposits and per- 
centage of Reserve bank reserves to demand 
liabilities. All are based on the last weekly 
consolidated statement of each month, but 
averaged for the first eight months of each 
year, to save space. The variations over these 
early months were small. The figures for the 
last weeks of September, October, November 
and December are given, to show the increase 
of Reserve bank credit which usually occurs in 
these months, and which was unusually large 
in 1927; 


(In millions of dollars) 








Bills and securities 




















Bills bought in 
United States 
Government 
securities 
Total 
Gold Reserves 
Federal reserve notes 
in circulation 

, 
Percentage of Total 
Reserve to Combined 
Notes and Deposits 


Bills discounted 
open market 





1923 
Average first 














8 months... 702 217 209 1,128 3,094 2,225 1,870 76.8 
Sept. 26. 862 172 92 1,126 3,117 2,248 1,852 76.4 
Oct. 31 884 205 92 1,181 3,111 2,225 1,895 76.3 
Nov. 28. 794 289 84 1,168 3,112 2,246 1,881 76.4 

. 26. 857 336 104 1,298 3,071 2,340 1,874 73.3 
1924 
Average first 


8 months... 415 133 331 880 3,132 1,899 1,982 81.9 


























Sept. 24 260 92 575 928 3,069 1,730 2,120 80.4 
Oct. 29. 223 215 584 1,024 3,044 1,767 2,162 78.6 
Nov. 26 221 281 582 1,087 3,046 1,845 2,148 77.4 
Dec. 31 314 387 540 1,249 2,937 1,862 2,220 
1925 
Average first 
8 months... 425 266 349 1,053 2,844 1,666 2,156 76.8 
Sept. 30 633 268 343 1,257 2,760 1,685 2,210 72.5 
Oct. 28. 590 329 325 1,250 2,783 1,695 2,227 72.5 
Nov. 25. 625 359 332 1,326 2,746 1,732 2,220 71.1 
Dec. 30 750 363 377 1,501 2,704 1,835 2,309 
1926 
Average first 
8 months... 527 250 361 1,147 2,809 1,675 2,209 
Sept. 29. 717 276 302 1,298 2,807 1,716 2,249 





Oct, 2Zeennnnee 632 308 300 1,242 2,823 1,731 








Nov. 24 628 341 300 1,271 2,830 1,774 2,20 
Dec. 29 711 379 317 1,410 2,815 1,857 2,264 
1927 


Average first 











8 months... 421 233 354 1,011 3,008 1,697 2,262 79.1 
Sept. 28 430 242 494 1,168 2,989 1,706 2,337 76.3 
Oct. 26. 402 301 511 1,215 2,957 1,703 2,352 75.3 
Nov. 30 477 355 548 1,381 2,805 1,716 2,3 71.2 
Dec. 28 609 386 603 1,599 2,739 1,813 2,432 66.8 








It will be seen that the amount of Reserve 
credit outstanding reached the high point in 
each year in the last week of the year, and by 
the last of the January following was back to 
approximately the same volume as at that time 
in the preceding year. 

The fluctuations in the gold reserves are of 
little significance in view of the policy of the 
Reserve banks in paying gold certificates into 
circulation. The total amount of gold cer- 
tificates in circulation as of December 1, 1922, 
was $253,729,944, and December 1, 1927, 
$1,094,793,359. 

Attention is called to the decline of Federal 
Reserve notes in circulation from $2,204,000,- 
000 in January, 1923, to $1,688,000,000 in Janu- 
ary, 1927. The decline is due in part to the re- 
issue of silver certificates which were retired 
during the war, but more largely to an in- 
crease of gold certificates in circulation. The 
table shows an increase of note circulation in 
December of each year, which is due to the 
need for currency in the holiday season. This 
is one explanation for the regular increase in 
the volume of Reserve credit at that time, as 
shown in the “total” column of bills and 
securities. If the member banks have no sur- 


plus reserve to draw on and require currency 
they borrow for that purpose. 
It will be seen that down to the last of Octo- 
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ber the amount of Reserve credit in use in 1927 
was not greater than in the corresponding 
months of 1925, also that Bills Discounted 
averaged lower in 1927 than in either of the 
other years, excepting 1924. The increase of 
Bills Bought in the Open Market and United 
States Government Securities reflects the pol- 
icy of the Reserve authorities in releasing Re- 
serve credit to the market to take the place 
of the gold exported. 


Statistics of All Member Banks 


Below are given the figures showing the 
expansion of member bank credit and how it 
has been principally employed, also bills pay- 
able and rediscounts, as shown by the state- 
ments at the close of 1922 and each year since, 
— to the latest available, for October 10, 

The close relation between loans and invest- 
ments on one side and deposits on the other 
is seen here, the totals of each having increased 
approximately $8,000,000,000 from December, 
1922, to October, 1927. Contrary to the com- 
mon understanding, it is loans and investments 
which produce deposits rather than the other 
way round. The making of a loan creates a 
deposit, and although it will be checked out 
of the bank which makes it, it will be dis- 
tributed and redeposited elsewhere, so that the 
general relationship between loans and deposits 
will be maintained. The deposits constitute 


the liability item limiting the expansion of 
loans. The banks are required by law to keep 
specified reserves against deposits, and when 
they find themselves in possession of surplus 
reserves they usually lend until the loss of re- 
serves or increase of deposits brings them close 


to the limit. Thus on October 10, 1927, the 
aggregate deposits of all the member banks of 
the Reserve system required reserves aggre- 
gating $2,300,250,000, and according to that 
day’s statement their reserves aggregated 
$2,319,736,000. 

Importations of gold raised the country’s 
stock of gold in 1923 and 1924, increasing bank 
reserves and enabling the banks to increase 
their loans. The declining tendency during the 


past year in the volume of currency in circula- 
tion has been another factor in the increase of 
member bank loans and investments ; and final- 
ly, the relative gain of time deposits, for which 
only a three per cent reserve is required, has 
permitted a larger expansion of loans than 
would have been possible if demand deposits 
had grown in like proportion. Indeed, demand 
deposits were lower on December 31, 1926, 
than on December 31, 1925, and lower on Octo- 
ber 10, 1927, than on either of these dates, but 
increased in the following weeks of 1927, with 
the increase of loans. 

The power possessed by the Reserve banks 
to increase or replenish the reserves of the 
member banks is the elastic element in the 
banking system and the means by which the 
Reserve banks protect the internal credit situa- 
tion against the effect of losses from the mem- 
ber bank reserves. Under the conditions which 
existed before the Reserve system was estab- 
lished, the exportation of $200,000,000 of re- 
serve money, as in the last four months of 
1927, would have forced a contraction of loans 
to several times that amount, but by the release 
of reserve credit no contraction was required 
and no disturbance of credit conditions oc- 
curred. The only visible effect was that the 
consolidated gold reserves of the Reserve banks 
declined from an average of 79.1 per cent over 
the first eight months to 66.8 per cent on De- 
cember 28. 

It is necessary, however, to point out the 
inevitable limitation upon this policy of shield- 
ing the money market from the natural results 
of gold exports. In the first eight months of 
1927 figures on net imports of gold including 
earmarkings showed imports exceeded exports 
by about $69,000,000, and this addition to the 
reserves of member banks promptly entered 
into use, loans and investments expanding ac- 
cordingly. The three condition statements of 
all member banks show credit expansion as 
follows: January 1 to March 23, $258,125,000; 
March 23 to June 30, $813,000,000; June 30 to 
October 10, $483,000,000; total January 1 to 
October 10, $1,554,000,000, or 51 per cent. 
Then, with gold leaving the country in the 








STATISTICS OF ALL MEMBER BANKS 
(000 omitted) 


Dec. 29,1922 Dec.31, 1923 
$18,080,787 $19,051,686 


3,788,377 3,641,132 
Other Bonds, Stocks and 

Securities 3,899,339 4,045,312 
Total Loans and Investments 25,768,503 26,738,130 

Reserve with Federal Reserve 
Banks 1,900,153 
Demand Deposits 16,086,731 
Time Deposits 8,650,610 
Government Deposits ............ 236,942 
I SN sessccsssscecssescscnsiene 28,486,613 
1,017,644 


Loans and Discounts 
United States Government 
Securities 








1,939,028 
15,672,741 
7,644,881 
461,799 
27,271,804 





Bills Payable and 


Rediscounts 877,527 


Dec 31, 1924 
$20,181,309 


3,902,793 


4,942,486 
29,026,588 


2,227,569 
17,766,469 
9,804,738 
242,482 
$2,361,652 


656,743 


Dec.31, 1925 
$22,275,285 


3,761,065 


5,163,166 
$1,199,516 


2,238,233 
19,050,460 18,779,750 
10,653,028 11,439,859 

304,131 234,116 
$4,228,201 34,508,165 


Dec. 31, 1926 
$22,906,550 


3,388,963 


5,600,708 
31,896,221 


2,210,048 


Oct. 10, 1927 
$23,491,520 


3,856,149 


6,103,119 
33,450,788 


2,319,736 
18,352,370 
12,459,248 

435,475 
35,449,768 
628,215 


1,011,812 1,014,372 
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last four months of the year, the action taken 
by the Reserve banks had the effect of retain- 
ing this increased amount of credit in use. 
Thus under this policy of stabilization if 
strictly adhered to, every importation of gold 
would have a tendency to permanently in- 
crease the volume of bank credit outstanding. 
The maximum of one year would become the 
minimum of the next year, and the old story of 
inflation would be repeated. Evidently the 
Reserve authorities must not be expected to 
keep money always easy and cheap. They can 
provide a cushion against violent shocks, mod- 
ify extreme tendencies and smooth out fluctua- 
tions, but they are obliged to conform to 
fundamental conditions. 

In releasing credit to the market by purchas- 
ing government securities they are at present 
not only counteracting the influence of gold 
exports but placing themselves in position to 
sell securities and take credit out of the mar- 
ket when the gold movement turns inward, 
thereby controlling the tendency to inflation. 


Expansion of Loans on Stocks and Bonds 


It has been known that the greater part of 
the increase in outstanding bank credit in the 
years reviewed has not been employed in in- 
dustry and trade, but in financing purchases 
of real and personal property of various 
kinds and in bond investments by the banks for 
themselves. The market for stocks and bonds 
has been very active, and as prices have ad- 
vanced, more and more capital has been tied up 
in handling them. In the two years from June 
30, 1925, to June 30, 1927, the total loans 
of all member banks increased from $20,798,- 
714,000, to $23,133,123,000, or by $2,334,409,000. 
Of these the loans on securities increased from 
$6,717,511,000 to $8,156,244,000, or by $1,438,- 
733,000; loans secured on real estate increased 
from $2,338,322,000 to $2,926,393,000, or by 
$588,071,000; and all other loans, secured and 
unsecured (including commercial loans) in- 
creased from $11,742,881,000 to $12,050,486,- 
000, or by only $307,605,000. In the year from 
June 30, 1926, to June 30, 1927, the “other 
loans,” which includes commercial loans, ac- 
tually declined by $230,475,000. Thus it ap- 
pears that an overwhelming proportion of the 
additional bank credit created since June 30, 
1925, has been used for other than the usual 
commercial purposes, and these figures do not 
include bank investments. 

It is far from true, however, that the banks 
have discriminated against industry and com- 
merce, or deliberately chosen to place their 
funds elsewhere. Industry and commerce have 
been active, and have had what funds they 
wanted on very favorable terms, but they have 
been operating cautiously. With a keen mem- 
ory of the great decline of prices in 1920-21 
they have been running with small inventories. 
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They have had no inclination to speculate for 
a rise, but on the contrary have had misgivings 
about a price level 50 per cent or more above 
that of pre-war times. The decline of com- 
mercial loans in the last year reflects the de- 
cline of business activity, but the slack in the 
volume of credit in that quarter was taken up 
by the demand in the security markets and 
elsewhere. 


It is to be considered that stocks and bonds 
suffered a serious decline during the war 
period, due to the great demand for other 
forms of capital and the rise of interest rates, 
and that a recovery of prices was bound to fol- 
low as interest rates declined. Moreover, 
by reason of lower capitalization, pre-war 
properties, if up-to-date, possessed a certain 
competitive advantage over properties con- 
structed at post-war costs. Hence the outlook 
of the investor in stocks and bonds since 1920 
has been wholly different from that of the in- 
dustrialist or merchant. 


It must not be thought that the rise of 
stocks and bonds has served no general pur- 
pose. It would have been impossible to obtain 
capital for new outlays today at 4% to 6 per 
cent if equally good outstanding securities 
could still be had at yields from 6 to 7 per 
cent. The rise in the market price of securities 
is significant of a general decline of interest 
rates, including the rate on farm mortgages 
and investments of every kind. 


Investments and Ineligible Loans 


It has been inevitable that with the supply 
of bank credit increasing far beyond the de- 
mand for commercial purposes, an increasing 
proportion of it should be employed in bank 
investments and in loans which are ineligible 
for rediscounting at the Reserve banks. So 
far as the investments are concerned, of the 
total, $9,818,274,000, $9,246,136,000 are domes- 
tic securities and $572,138,000 are foreign 
securities, Therefore, foreign securities con- 
stitute 5.8 per cent of all bank investments and 
1.3 per cent of total resources. Inasmuch as 
these securities are the obligations of Govern- 
ments accustomed to meet their obligations 
promptly, and nearly if not all of whom are 
now operating with balanced budgets and 
stabilized currencies, or of corporations of the 
highest standing in the respective countries, it 
is very improbable that losses incidental there- 
to will ever reach serious proportions. 


The annual report of the Comptroller of 
the Currency brings the statistics of National 
banks up to June 30, 1927, and includes a 
table showing the holdings of eligible paper in 
the five years 1923-27, which is reproduced 
on the opposite page. 

This table indicates that while total loans, 
discounts and investments have increased from 
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COMPARISON OF ELIGIBLE PAPER TO TOTAL LOANS, DISCOUNTS AND INVESTMENTS OF 
NATIONAL BANKS. 
(Three Zeros Omitted from Dollar Totals) ~ 


Fis. Yr. Ending Total Loans 
June 30 & Discounts Paper Total 
$11,817,671 $3,563,654 30.1 
11,978,728 $3,542,385 29.5 
12,67 ‘,067 3,412,897 26.9 
13,417,674 3,497,261 26.0 
18,955,696 3,361,795 24.1 


Eligible et Total 


Investments Securities Total 


$5,069,708 $2,693,846 53.1 
5,142,328 2,481,778 48.2 
5,730,444 2,536,767 44.2 
5,842,253 
6,398,218 2,696,178 40.6 


otal Leans, 


Total Eligible Paper 
Discounts & Plus U. S. 


% of 
Securities Total 
$6,257,500 37.0 
6,024,163 
5,949,664 
5,966,529 
5,957,973 


u. 8s. % of 
investments 
$16,887,374 
17,121,056 
18,404,511 
19,259,927 
20,348,914 


2,469,268 42.2 





16.8 billions to 20.3 billions, eligible com- 
mercial paper has decreased from 3.5 billions 
to 3.3 billions, while United States security 
holdings have fallen from nearly 2.7 billions to 
slightly less than 2.6 billions. What might 
be termed the percentage of liquidity, shown 
in the last column, has decreased from 37.0 in 
1923 to 29.3 in 1927. 

Though this percentage represents a con- 
siderable decrease, it is noteworthy that the 
total holdings of eligible paper of all kinds 
on June 30 this year amounted to slightly less 
than 6 billion dollars. As regards this avail- 
able supply, how much are the banks likely 
to need in an emergency? 

At the peak of the 1920 credit strain na- 
tional banks borrowed $2,076,000,000 from the 
Reserve banks, or 12.6 per cent of their total 
loans, discounts and investments. At the last 
Comptroller’s call, October 10, 1927, national 
banks were borrowing only $267,000,000, or 
1.3 per cent of total loans and investments 
amounting to $20,918,000,000. Application of 
the 12.6 per cent maximum reached in 1920 
would call for Federal reserve borrowing of 
2.6 billions, against which the banks have near- 
ly 6 billions of eligible paper. 

Doubtless many individual banks are low 
on eligible paper, but the above figures do not 
indicate that the banking situation as a whole 
is in present danger. It is obvious, however, 
that as bank credit becomes available, by gold 
imports or otherwise, in excess of the require- 
ments for approved purposes in the banking 
field, it will naturally overflow into invest- 
ments which are ineligible as basis for reserve 
credit. 

The Situation Summarized 

The outstanding features of the situation as 
shown above are as follows: 

The net loss of monetary gold in the last 
four months of 1927 has been approximately 
$220,000,000, and in the year $151,000,000. 
This includes the amount earmarked at the 
Reserve Bank of New York for foreign hold- 
ers. No statement of the actual holdings of 
earmarked gold has been given out, but the 
current number of the Monthly Review pub- 
lished by the Federal Reserve Bank of New 
York shows that the net result of such opera- 
tions during the year 1927 was a loss of $158,- 
000,000. This sum, therefore, is held for for- 
eign account, and may now be exported 


without affecting the available supply in this 
country. The consolidated statement of the 
Reserve banks for December 28, 1927, shows 
total reserves of 66.8 per cent against all note 
and deposit liabilities, against 70.1 per cent on 
December 29, 1926. This decline in reserve 
percentage is due in part to the loss of gold 
and in part to the increase of liabilities. The 
law requires the Reserve banks to keep a re- 
serve of 40 per cent in gold against note issues 
and 35 per cent in gold or lawful money against 
deposits. 

The expansion of bank credit which has oc- 
curred since 1922 has been for the most part 
the direct result of gold imports, and without 
the use of Reserve credit. Down to the end 
of October, 1927, the bill and security holdings 
of the Reserve banks were no larger than at 
that time of 1926 or 1925. The last statement 
of December, 1927, however, shows at $1,599,- 
000,000, against $1,410,000,000 in the corre- 
sponding week of 1926, and $1,501,000,000 in 
that week of 1925. This expansion was due to 
purchases of securities for the purpose of re- 
leasing to the market an amount of credit suff- 
cient to offset the effect of the gold exports. 


The amount of gold in the country is now 
less by about $125,000,000 than at the end of 
1924, but member bank credit in use has in- 
creased by $4,240,000,000. Certain technical 
conditions, such as the increasing proportion 
of time deposits over demand deposits and the 
declining amount of currency in circulation 
have contributed to this increase. The falling 
off in the volume of currency in 1927 apparent- 
ly was due to declining activity in industry and 
trade, and it is noteworthy that this falling off 
had the effect of affording more credit for use 
in the security markets, real estate loans and 
other uses outside of the regular business turn- 
over and that it was absorbed in this manner. 
This is another illustration of how member 
bank credit, once issued, tends to stay in use 
somewhere, because a decline of interest rates 
resulting from easy money tends to create new 
demands. 


The existing situation is not dangerous, but 
certain features of it will bear watching, not 
only by bankers but by everybody who is using 
credit. It is evident that a constantly increas- 
ing supply of bank credit has been the most 
important factor in the long continued rise in 
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the stock and security markets, and this in- 
creasing supply has been due fundamentally to 
the importations of gold, although the increase 
since 1924 has been due to the technical condi- 
tions referred to. 


Since the war and down to the present time 
the specter of gold imports and consequent in- 
flation has hung over the situation, but with 
the present volume of foreign borrowing in this 
market the Reserve authorities apparently 
have the situation in hand. They are not 
averse to gold exports, for in addition to the 
visible reserve of 66.8 per cent, they have re- 
course to $1,000,000,000 of Treasury gold cer- 
tificates in circulation. A falling off of foreign 
financing probably would revive gold imports, 
but the Reserve banks now have in hand $600,- 
000,000 in Government securities which may be 
considered a reserve for counteracting the ef- 
fects of such a movement. 


The following excerpt from the “Reserve 
Banks and the Money Market,”* a new book 
by W. Randolph Burgess, an officer of the 
Federal Reserve Bank of New York, may be 
taken as an authoritative statement of the gen- 
eral policy to which the Reserve banks are 
working: 

Credit policy has had to thread its difficult way 
between two opposite necessities—high enough rates 
to avoid inflation, and low enough rates to avoid at- 


tracting gold—and simultaneously adapt itself to a 
changing domestic credit situation. 


Although the Reserve banks may be ex- 
pected to continue the policy of protecting the 
credit situation from serious pressure as the 
result of gold exports, it will be one thing to 
prevent the contraction of credit and another 
thing to provide a continuing expansion of 
credit such as the foregoing tables show to 
have taken place over the last five years. Ever 
since the beginning of gold imports in 1915 
the money market has been under the in- 
fluence of an almost constantly increasing 
volume of bank loans and it would be very like 
human nature to assume that this increase will 
continue. This will not be so, however, unless 
gold is added to the monetary stock or the 
Reserve banks issue reserve credit in excess of 
gold exports. 


It would be unfortunate if the resources of 
the Reserve banks were thought to be unlim- 
ited. They have the situation in their hands, 
but they can maintain control only by holding 
the balance of power between economic forces. 
For them to increase the volume of bank credit 
and bank liabilities while their resources are 


*NOTE—“The Reserve Banks and the Money Mar- 
ket.” by W. Randolph Burgess, Assistant Federal 
Reserve Agent, Federal Reserve Bank of New York, 
with an introduction by Governor Strong of that 
institution; published by Harper & Bros. 

This book contains a full and lucid description of 
the operations of the Federal Reserve banks, espe- 
cially interesting at this time. 


diminishing would be burning the candle at 
both ends. 

However, while the increase of bank credit 
may be at a diminished rate from that of the 
last five years, the production of capital is go- 
ing on at an unprecedented rate, and there is 
no likelihood of any scarcity of either capital 
or credit for industry and trade. For reasons 
already referred to, the banks will welcome 
opportunities to enlarge their holdings of paper 
eligible for rediscount at the Reserve banks. 


Public Capital Issues in 1927 


When the final figures for the total amount 
of corporate and government financing offered 
in American markets during 1927 are compiled, 
the results will establish a new high record 
for all time. Figures to date indicate a total 
volume for the year of around $9,500,000,000, 
as compared with about $7,500,000,000 for 1926. 
This increase in total volume of new and re- 
funding issues is not a result of uniform in- 
crease in the various investment groups, the 
more important increases being registered in 
foreign governments, railroads and public utili- 
ties. Among groups to show decreases were 
motors and accessories, real estate and foreign 
corporate issues. 


Refunding operations during the year were 
conducted on a much larger scale than ever 
before, particularly in the corporate field. The 
total volume of such corporate financing prom- 
ises to be about double that for 1926. The 
present lower interest level has furnished the 
opportunity for many corporations to refund 
their higher coupon issues into securities bear- 
ing a lower rate, thus effecting substantial in- 
terest economies. 

The table below, compiled from figures fur- 
nished by the Commercial and Financial 
Chronicle, gives a five year comparison of cor- 
porate financing by eleven months’ periods, 
with total volume of new corporate securities 
and refunding issues listed separately. 





New Corporate Issues in the United States 


In Millions of Dollars 

Eleven Months Ending November 

1923 1924 1925 192 1927 
Railroads 452 764 355 311 475 
be i.” 1,208 1,332 1,497 1,707 
Iron, Steel, Coal, Copper, etc. 132 129 187 99 
Equipment Manufacturers ...... 13 14 22 
Motors and Accessories ........... 184 129 
Other Industrial and 

M facturing 415 

Oil 
Land, Buildings, etc. 
Rubber 

















Miscellaneous... 
Total New Corporate 

EE mm om 
Refunding Issues eececenun 515 


Grand Total 


wm 2,955 3,464 


Above grand total includes the following 


Canadian . 30 106 99 203 250 
a 24 142 342 439 529 
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Foreign Financing 


Detailed reports for the first eleven months 
of the year, combined with estimates for De- 
cember, indicate that the total volume of for- 
eign loans floated in the United States during 
1927 will reach $1,600,000,000, or nearly $300,- 
000,000 more than last year, which figure had 
previously held the record. Most striking in 
the comparison of this year’s results with 
those of last year are the increase in the vol- 
ume of government, state and municipal issues. 
These totalled nearly $900,000,000 as compared 
with $583,000,000 last year, the increase being 
accounted for principally by heavier financing 
from Europe, Latin America and the Far East. 
European issues, both government and cor- 
porate, reached a total volume in 1927 of 
around $600,000,000 as compared with about 
$500,000,000 in 1926. Government and munici- 
pal issues represented over half of this total. 


The growing importance of United States 
in the field of international finance is evidenced 
not alone by the large volume of new securi- 
ties being absorbed by American markets each 
year, but also by the increased volume of trad- 
ing in such issues on the exchanges. The 
table below covering the number of new issues 
and par values of foreign bonds listed on the 
New York Stock Exchange shows how rapidly 
these listings are growing: 

Number of 
Listings 
January 1, 1925 163 
January 1, 1926 
January 1, 1927 
October 1, 1927 271 


Par Value 
$3,881,058,000 
4,410,811,000 
4,848,507,000 
5,350,903,000 


Many of the good foreign dollar issues which 
have been outstanding for some time show 
holders a substantial profit over the original 
purchase price. With conditions improving 
more rapidly in some sections of the world 
than in others, it is only natural that keen 
investment buyers should constantly rearrange 
their holdings so as to take advantage of fav- 
orable developments. 


Below is presented a five-year comparison 
of foreign loans floated in the United States, 
compiled from figures furnished by the United 


States Department of Commerce. The 1927 
totals include official figures for eleven months 
together with our own estimate for December. 


Foreign Loans Floated in the United States 
In Millions of Dollars 
Government, provincial and municipal 
issues (including corporate issues 
officially guaranteed) 1923 1924 1925 
Europe 
Canada 
Latin America 
Far East 
U. S. Territorial Possessions 


Total 


1926 1927 











Corporate Issues: 1926 1927 
urope 30 
Canada . 
Latin America 
i“ - eee 
U. S. Territorial Possessions 








Total 
Total Issues: 








st aesisiaiealeiboees 
U. S. Territorial Possessions 


Total New Securities... 
PI |. cncsiiticinnitticnionss 


Grand Total 1,210 


Treasury Operations During 1927 


The steady climb in the market prices of 
long term Government securities during the 
year was the result not alone of easier money 
and consequent investment buying by banks 
and other substantial investors, but reflects 
also the scarcity value beginning to develop 
from the Treasury policy of steady Govern- 
ment debt retirement. The historic policy of 
the Government has always been to pay off its 
national debt. That the present administra- 
tion is carrying on with extraordinary suc- 
cess in this direction is evident from Treasury 
activities during the current year. 


The principal Treasury operations, outside 
the refunding of short term issues, centered 
around the refunding and retirement of the 
Second Liberty Loan. This was effected 
through several steps, the first of which, an 
offering on March 7th of a new issue of Treas- 
ury 3% per cent Notes maturing in five years 
and optional in three years, offered at par in 
exchange for Second Liberty 4%4s. The amount 
of bonds actually tendered under this offer 
was about $1,400,000,000 or about 45 per cent 
of the total amount of Treasury Second 4%4s 
outstanding when the announcement was 
made. On May 15th the Secretary of the 
Treasury issued a call for payment on Novem- 
ber 15th of all outstanding Second Liberty 
bonds and followed this a few weeks later 
with a conversion offer at par for Second Lib- 
erty Loan issues in exchange for Treasury 33% 
per cent bonds maturing in 1947 and callable 
in 1943. 


Various conversion operations, together 
with outright Government purchases, had 
reduced outstanding Second Liberty 4%s 
from $3,104,520,000 in March, when refunding 
was begun, to around $732,000,000 on Novem- 
ber 15th, on which date final redemption was 
accomplished by cash payments or by conver- 
sion into 3% per cent Treasury Seven-months 
Certificates. 


The carrying out of such a tremendous finan- 
cial operation in so short a time and with so 
little disturbance to money markets generally 
is a high compliment to the sagacity and fi- 
nancial judgment of the honorable Secretary 
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and his associates. Out of a total of around 
$25,000,000,000 of Government debt outstand- 
ing at the end of the world war, nearly $7,- 
000,000,000 has already been retired. 1927 
figures, while not yet complete, indicate re- 
tirements during the year of around $1,000,- 
000,000. Assuming that this retirement policy 
is mantained, funds arising from Treasury sur- 
pluses, foreign debt installments and annual 
sinking fund appropriations should keep debt 
retirements at or near the present rate. From 
a long range viewpoint, therefore, the invest- 
ment status of Government bonds seems un- 
usually strong. 


The Trend of Prices 


The trend of bond prices continued definitely 
upward during the year with a temporary cor- 
rective reaction in early Summer due to an 
outflow of new securities in slightly larger 
volume than the market could readily absorb. 
The end of the year finds the averages hover- 
ing near the high record reached earlier in the 
month of December. 


The chart below, made up from the Stand- 
ard Statistics average for sixty bonds, shows 
the price trend since 1900 and helps to ex- 
plain why new securities in volume continue 
to find a ready market even though prices 
have risen substantially above the levels pre- 
vailing during the abnormal years following 
the war. Any attempt to interpret the bond 
market for the quarter century period here 
portrayed would of course have to treat of 
factors other than mere prices. Commodity 
price levels, world gold supply, dislocations 
of war, volume of commercial activity and 
other conditions determine money rates which 
in turn are reflected in inverse ratio in the 
prices of sound investment bonds. Bond prices 
are high today, to be sure, when compared with 
levels of recent years, but when viewed in re- 
lation to the long time trend they are still con- 
siderably lower than for other long periods of 
time. During most of the period from 1902 
to 1917, which might well be characterized as 
a period of normal industrial development, the 
average was considerable higher than it is 
today. If history repeats itself, bond prices 
during coming years may well reach levels 
considerably higher than now prevail. 


100 
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Group Comparisons 
Comparative quotations for the past three 
years of 10 representative issues in each prin- 
cipal investment group give a more detailed 
picture of price trends and show the group 
variations ; 


HIGH GRADE MUNICIPALS 
(20-Year Maturity) 
RICE AND YIEL 
Dec. 15,25 Dee. 15,'26 Dee. 15, 27 
4.15% 101% 4.13% 104 3.96% 
102 «4.10% 105% 3.85% 
105% 4.10% 109 3.85% 
105% 4.10% 109 3.85% 
102 4.10% 105% 3.85% 
105% 4.10% 105% 3.85% 
99% 4.05% 102% 3.80 
104 4.20% 106% 4.00% 
104% 4.15% 108% 3.90% 


State of West Va. 4%s 104 
State of Illinois 4s... _ 98 
Detroit, Michigan 4%4s. 103% 


ity, N. J. 4 104 
{oe Kactits, “Gal: 49282 10056 102” 4.33% 106% 4.05% 
Average 4.13% 3.89% 


The lowering trend of post war interest 
rates has finally brought municipal obligations 
back into market territory untouched since 
pre war days, bond prices during the year 
reaching levels above the peak of 1917. There 
is of course room for considerable further ad- 
vance before the peak of pre war prices is at- 
tained, but the movement has at least gone 
far enough to indicate that the market dis- 
turbance caused by the world war has been 
pretty well wiped out. 

The striking feature of the municipal mar- 
ket during 1927 was the record breaking vol- 
ume of new issues combined with firm prices. 
Figures compiled by the Bond Buyer and 
published from month to month indicate that 
by the end of the year the total supply of new 
issues will have nearly reached $1,500,000,000, 
or well above the volume for 1924, which had 
previously held the record. Normally, such 
an outpouring might have been expected to 
retard the upward trend, yet the fact remains 
that the average for the high grade list given 
above was 3.89 per cent on December 15th 
as compared with 4.13 per cent on December 
15th a year ago. 


HIGH GRADE RAILS 


RICE AND YIEL 
Maturity Dee. 15, '25 
Atch. General 4s_..1995 
Balt. & Ohio Gold 4s 1948 
C.B.&Q.Gen.4s 1958 . 
1940 93% 4.64% , i 
N. Y. Cent. 3%s 1997 77% 4.56 ‘ 87 4.06% 
Norfolk & West. 4s 1996 90 4.47% 97% 4.07% 


Nor. Pac. Prior 
i 1997 86 5.03% 91% 
1960 9834 4.57% 102 


Ref. 4s 1955 88% 4.70% 93 
Union Pac. First 4s 1947 92 4.58% 9434 4.40% 985% 4.11% 


4.64% 4.37% 4.11% 


Several factors have contributed to the sub- 
stantial market improvement in both the high 
grade and second grade rails; first, an invest- 
ment demand for new railroad issues far in 
excess of the limited supply; second, continu- 
ance of railway prosperity; and third, the im- 
proved operating efficiency combined with 
prospects for future growth in railway traffic. 


RRR 





4.20% 


Dee. 15, '27 


97% 4.11% 
106% 4.15% 
4.37% 97% 4.12% 








Average 
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The improvement was marked in both the high 
grade and second grade lists, the latter being 
particularly influenced by current earnings and 
by prospects for important consolidations 
which promise to improve the position of the 
weaker roads. The physical condition of the 
railways was never better. Rolling stock is 
being increased, trackage and terminal facilities 
are being improved, and operating and man- 
agement economies are gradually improving 
the earnings possibilities. 


PUBLIC UTILITIES 


PRICE AND YIELD. 


anne Pa pees, 
Maturity Dee. 15, 25 Dec. 15, '26 Dec. 15, '27 


Tenn. Elec. P 


‘ower 
Ist & Ref. 6s 1947 102% 5.79% 105% 5.55% 107 5.41% 
Bklyn. Ed. Gen. 5s 


1949 102% 4.84% 104% 4.68% 10556 4.58% 
Mont. Power Ist 
and Ref. 5s 1943 100 5.00% 102 4.82% 104 4.64% 
Cons. Power Ist Lien 
Unifying 5s 1952 98 5.14% 10274 4.85% 10434 4.67% 
el. 
1946 101% 4.91% 102% 4.79% 105% 4.56% 
1942 9754 5.22% 100% 4.98% 103 4.71% 
1939 9734 4.74% 985% 4.62% 101% 4.31% 
Peoples Gas Lt. & 
Coke Ref. 5s 1947 9934 5.04% 102 4.85% 10534 4.57% 
Chic. Rapid Transit 
Ist & Ref. 6%4s 1944 95% 6.93% 98 6.69% 96% 6.86% 
United Railways & 

Elec. ist Con. 4s 1949 67 6.86% 7034 6.52% 73% 6.27% 
Average 5.45% 5.24% 5.05% 
Although the total volume of new public 

utility financing during the year will be well 
over twice that for any other investment 
group, the rapidly broadening institutional and 





private demand arising from the favorable 
position of the industry has easily absorbed 


new offerings at gradually rising prices. 
Higher grade public utility issues, particularly 
in the power, light and telephone fields, are 
rapidly achieving an investment status com- 
parable to that of high grade rails. Life in- 
surance companies, estates, investment trusts 
and other large buyers are increasing their 
percentage of utility holdings. State laws gov- 
erning saving banks investments and other 
funds subject to public supervision or control, 
are gradually being liberalized to include 
higher grade utility issues and the next few 
years promise much progress in this direction. 


INDUSTRIALS 


—————PRICE AND YIELD. 
Maturity Dee. 15, ’25 Dec. 15,'26 Dee. 15, '27 
7. gue 5 -, 4%s 1940 94% 5.01% 97% 4.75% 100% 4.47% 
1963 105% 4.76* 107% 4.69% 109 4.60* 


1951 100% 4.97% 98% 5.13% 104% 4.67% 
1940 104 4.61% 107 4.31% 108 4.17% 
Am. "Smelting & 


Refining 5s 1947 99% 5.02% 101% 4.91% 102 4.84% 
Anaconda Copper ist 
Consol. 6s 1953 101%4 5.89% 10434 5.65% 105% 5.61% 
far gga ag Si60 1933 102% 6.09% 101% 6.19% 102% 6.07% 
u 
and Ref. _ 1947 90% 5.77% 945% 5.45% 953% 5.36% 
International Paper 
ist & Ref. 5s 1947 95% 5.36% 97% 5.23% 101% 4.90% 
Humble Oil & Re- 
fining Deb. 5%4s 1932 101% 5.27% 102%4 5.01% 102% 4.78% 


Average 5.27% 5.13% 4.84% 


*Since a sinking fund is provided sufficient to redeem the entire 
issue before maturity by call at 110 per cent the yield has been 
figured on the basis of payment at maturity at 110. 





The year 1927 was one of good earn- 
ings in most industrial fields. The contrac- 
tion in total volume of earnings for the year as 
compared with 1926 was due more to the un- 
favorable situation in a few lines of industrial 
activity such as the oil industry than to a gen- 
eral decline. An exceptionally large number 
of American industrial corporations are today 
on a dividend basis. Refunding operations on 
favorable terms are lessening the interest bur- 
den. Authorities are pretty well agreed that 
1928 will be one of high level industrial activ- 
ity. All these things are of course having their 
effect upon industrial bond prices and are 
strengthening the foundation for such secur- 
ities. 

FOREIGNS 
PRICE AND YIELD 

Maturity Dee. 15, '25 Dec. 15, '26 Dec. 
U. Kingdom 53s 10434 4.94% 104% 4.89% 106% 
Netherlands 6s 104 5.71% 103% 5.74% 102% 
Switzerland 5%4s 1035% 5.20% 103% 5.24% 103% 
Denmark 6s 103. 5.71% 104% 5.59% 105% 
Sweden 5% 101% 5.38% 103 5.29% 104% 
Japan 6%s 294 7.09% 99% 6.51% 101% 
Germany 7s 101% 6.97% 107 6.51% 106% 
France 7%4s jo 1 973 102% 7.18% 115 


97% 7.78% 
Chile 7s 100% 6.96% 100% 6.91% 
Argentine 6s 1957 96% 6.28% 98% 6.14% 100% 


6.20% 6.00% 





Average 5.79% 


The bonds of leading foreign governments 
have always been considered among the 
world’s soundest securities and before the 
Great War commanded unusually high prices 
in world markets and offered correspondingly 
low yields. Previous to 1914, comparatively 
few of these bonds were sold in the United 
States; today hundreds of millions are held in 
the strong boxes of American investors. While 
a fair share of the price enhancement on for- 
eign issues during the year was due to con- 
structive foreign events, such as_ stabiliza- 
tion of the Italian lira and better eco- 
nomic conditions in France, and to a resulting 
increase in public confidence in foreign se- 
curities, the demand for foreign bonds has 
been stimulated also by a desire on the part 
of investors to obtain a higher return than is 
at present available from sound domestic is- 
sues, With the prices of so many high coupon 
foreign issues approaching their call prices, 
future improvement in foreign conditions is 
likely to be reflected in a larger volume of 
refunding operations. 


Mr. Mitchell on Conditions Abroad 
and at Home 


Mr. Charles E. Mitchell, President of this 
bank, delivered an address before the Indus- 
trial Club of Chicago, on December 8, in which 
he gave a round-the-world summary of prog- 
ress made abroad during the past year and 
expressed confidence in the situation at home. 

Enumerating the countries that have shown 
gains, Mr. Mitchell made exceptions of China 
and Russia where disorder and Bolshevism 
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have prevailed. Conditions in Mexico he 
described as far from sound, though he saw 
occasion for hopefulness in the resumption of 
payments on their external debts. 


In the Far East, Japan, he said, has passed 
through a difficult year, the culmination of 
nursing along unsound credits since the earth- 
quake of 1923, but “the re-organizations that 
have come about have materially clarified the 
atmosphere and fundamentally the country is 
in a better position to make progress than in 
many years.” India has declared for the gold 
standard, a favorable monsoon assures good 
crops, and the political situation is more 
tranquil. 

Our neighbors in South America, Mr. 
Mitchell felt, have come closer to us. Influx 
of capital_—to a considerable extent American, 
—development of resources, reorganization of 
currencies, and improvement in government 
finances have marked progress for these coun- 
tries. 

Canada on our north, has enjoyed a year 
of prosperity, and her development goes on 
apace. 

Turning to the situation in Europe, which 
Mr. Mitchell had opportunity to observe at 
first hand last Summer, he found conditions 
definitely better, though with progress least 
marked in England than elsewhere. 

Farming there has had a season of bad weather, 
there has been disease among livestock and the com- 
petition of foreign imports has been severe. Steel 


and iron, which were badly hit in the after-war pe- 
riod by the competition of countries which were 


manufacturing with depreciated currences, by the de- 
pressed trade in the usual export markets and by 
small home consumption, have had very hard work 
getting on their feet and losses though somewhat re- 
duced are still the rule. The textile trades have been 


similarly affected. The labor situation is still bad, 
and strikes in coal mining and other industries have 
had a paralyzing tendency. And yet, withal, the situa- 
tion is better. The reduction that has occurred in 
price levels has been reflected in the cost of living 
and it has become possible to readjust wages here 
and there. Some concerns for the first time since the 
War are reporting earnings in black and others are 
showing pink instead of deep red figures. Of course 
the great English banks, in accord with custom, have 
stood valiantly by those concerns that have long 
been struggling against losses, and as a result, the 
amount of what we would call “frozen loans” in bank 
portfolios appears to be large. But things in Eng- 
land move slowly and given time these situations will 
be worked out, though immediately ahead I see noth- 
ing but the hard, disagreeable task of economic reor- 
ganization, a greater will to labor and perhaps the 
exercise of a greater political courage in such matters 
as the elimination of that strength-sapping dole sys- 
tem. Conditions are better than they were a year 
ago. Perhaps that is the best that can be said. 


On the Continent, the Scandinavian coun- 
tries have generally had a good year. Re- 
ferring to Finland which celebrated in Decem- 
ber the tenth anniversary of her independence, 
Mr. Mitchell commended her government and 
financial controls, which he characterized as 
sound and strong. The currency has been 
stable since the monetary reform went into 
effect in December, 1925. Two Government 
loans have been placed abroad, but the pro- 


ceeds were used for income-producing capital 
investments. The ordinary revenues have been 
more than sufficient to cover all other State 
expenditures. The value of the State railways 
alone exceeds the amount of the national debt. 
Her pulp and wood, products industries have 
been very active, and, in spite of heavy com- 
petition, she has fared well in the export 
markets. 


Passing on to Belgium, Mr. Mitchell spoke 
of the success of stabilization and its benefits 
to the country as follows: 


In the test stages of stabilization, Belgium was 
helped by two things,—the fiscal disorder in France, 
and the coal strike in England, but the real factors 
were the courage to fix a low value of the franc and 
the decision to compel assent to this valorization. 
Conditions in Belgium are good today, the factories 
are working, its people are well employed, and it has 
enormous reserve strength in the hardly yet touched 
resources of the Belgian Congo. I think it can be 
safely said that Belgum is over’ the war, and is taking 
her full place in the world. 


Discussing the situation in France and the 
outlook for stabilization in that country he 
went on to say: 


When Mr. Poincare took hold some fifteen months 
ago, finances in France were on the edge of a debacle. 
Inside of a year, starting with practically nothing, 
the Treasury and the Bank of France have accumu- 
lated $1,200,000,000 of foreign exchange, and the franc 
has been stabilized at just less than four cents. Legal 
stabilization should bring little, if any, change in this 
value. With so much foreign exchange bought with 
a franc at less than four cents, the Government can- 
not well afford to increase the value of the franc, and 
thus lessen the number of francs that it will receive 
from its foreign exchange holdings upon reconversion 
into French currency. Nor is it likely that the value 
of the franc will be materially decreased. France has 
had enough experience with inflation and deflation. 
To a large extent the floating debt has been taken 
care of and France is ready for legal stabilization 
when politics permit. 

France is self-contained, saving and industrious. 
If internally she continues to insist upon a balancing 
of budgets and a limitation of her short-term indebt- 
edness and can find political strength to legalize the 
stabilization of her currency, and externally can keep 
herself free from entangling alliances and with respect 
to America can reach a settlement with regard to 
her national debt and reciprocal tariffs, all of which 
in the light of obstacles already overcome would ap- 
pear to be comparatively easy,—France will promptly 
assume a position of outstanding strength among the 
nations of the world. 


He then dwelt upon the problems facing 
Italy and progress made towards stabilization 
at levels then current of around 90 lire to the 
pound (about 5%c.) or somewhat lower, con- 
cluding with an expression of confidence in 
Italy’s ability to achieve recovery. On De- 
cember 21, not two weeks after this statement, 
Italy formerly announced stabilization at the 
rate of 92.49 lire to the pound (about 5%c.). 


Italy presents the most interesting handling of the 
post-war financial problem. In that country alone, 
fiscal questions are determined almost without poli- 
tics, Italian economy is most difficult. It has few 
raw materials, its balance of trade has long been 
strongly adverse and its invisible balance of payments 
is uncertain. Mussolini and his able Minister of 
Finance, Count Volpi, have handled the subject with 
great ability. The budget has been balanced, the 
floating debt reduced to a point of safety and the 
currency stabilized today at 90 lire to the pound, 
about 5%c. Italy has the means to effect legal stab- 
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ilization when it shall have determined by practical 
experience the point at which its lira should be stabil- 
ized. Deflation has been rapid and with it has come, 
as it must, industrial depression, especially among 
those manufacturing articles for foreign trade. 
Whether or not Italy has gone too far in stabilizing 
the value of the lira at a figure as high as 5% cents 
remains yet to be determined. While industry is 
temporarily depressed, it still has great vitality. Under 
Mussolini’s organization of the resources of the State, 
everything possible is being done and I have great 
confidence that Italy will be successful. A first-class 
nation, by courtesy only before the war, Italy is be- 
coming a first-class nation by its own right. 


Germany, he declared, has exhibited a tend- 
ency towards economic inflation. 


The wage increase contemplated for government 
employees cannot be restricted to that class, and will 
be reflected in industry. It is the old vicious cycle 
of increased wages, increased costs and prices, and 
again increasing wages to meet higher living ex- 
penses. The increase in costs has a tendency to de- 
crease Germany’s ability to compete in the world 
trade. These are the discouraging features, but there 
is much to encourage us. The Dawes’ Plan has 
brought stability of currency and industrial order. 
Germany has, to date, fulfilled its obligation under the 
Plan and the Reparation Agent helped by the Ger- 
man borrowings in foreign markets has been able 
to make the payments to Germany’s creditors. 


He expressed the view that it is not beyond 
Germany’s capacity to pay in marks the 
Dawes’ annuities. 


It is possible that some difficulties may be experi- 
enced in making payments over the exchanges and 
as is contemplated in the Plan itself transfers may 
have to be postponed. Whether the outside world 
will be content to see Germany having a dispropor- 
tionate share of export trade that will give her the 
necessary exchanges for these transfers, or will be 
willing to furnish the necessary exchange through 
private loans is indeed a question. Possibly an elimi- 
nation of the Dawes’ Plan and a fixation of the Ger- 
man debt, thus giving to Germany her full sovereign 
rights, is the best answer. Under such conditions, I 
am sure that the Germany nation, which is already 
hard at work with its people saving and industri- 
ous, would square its jaw to a meeting of its obliga- 
tions not only in taxation but in transfer, and this 
determination would be rewarded by additional for- 
eign loans being made available to an extent neces- 
sary to enable it to meet its obligations and maintain 
its economic position. A healthy Germany, healthy 
in its internal and external economic policy, rich in 
production and in consumption, and with an incentive 
toward healthy relations with its neighbors, will be 
a boon to the rest of the world. 


Referring to German loans which have been 
placed and are outstanding in this market, he 
said: 

The Dawes Plan contemplated the restoration of 
German economy partly through borrowing abroad. 
. + e * s + 
I have no fear whatsoever as to the prompt and 
punctual payment of the service on productive loans 
which have been made to Germany and little fear of 
such continued payments even on those loans whose 
productive purposes may be put in question, because 
I believe that reparation creditors will be slow to in- 
jure themselves by disturbing German credit in 
American markets, nevertheless I feel that for the 
benefit of the Allied national creditors of Germany, 
as well as for the economic benefit of the world at 
large, the sooner the German-Allied debt is fixed and 
the German people are left to themselves to meet 

such obligations, the better for all. 


Abroad, he concludes, the situation is at 
least progressive and on the whole promising. 
But what of the situation at home? He said: 

I see no cause for apprehension over the outlook. 


Just now business appears to be a little slack in 
some lines, particularly the steel and automobile in- 


dustries, and it is evident that the final showing for 
1927 with respect to volume and profits will not meas- 
ure up fully to the high standards of 1926. Gauged by 
average performance, however, the year should be a 
good one and well in line with conservative expecta- 
tions expressed at its beginning. 


He then enumerated various statistical 
measures showing a large volume of business 
for the year and went on to say: 


Considering the handicaps which business has had 
to overcome this year, the record of accomplishment 
is most gratifying and affords convincing evidence of 
the fundamental soundness of the present situation. 
Disastrous floods, the collapse of cotton prices in the 
Fall of 1926, the multiplication of small bank failures 
through the Middle West, unseasonable weather for 
retail trade during much of the year, and finally the 
practical shutdown over a period of six months or 
more of one of our greatest manufacturing units,— 
The Ford Motor Company,—have given business a 


severe test from which it has emerged with flying 
colors. 


Turning to the credit situation, he called 
attention to the expansion of bank credit in 
recent years but denied that this had resulted 
in inflation. 


For two years, excepting a contrary movement in 
recent weeks, commodity prices have shown a declin- 
ing trend, offering no incentive to the accumulation 
of inventory and multiplication of forward buying 
which constitute the breeding ground of inflation. 

* — * * * + 

One has to remember that the volume of business 
which the country is carrying on is constantly in- 
creasing, and that the amount of bank credit out- 
standing should in the normal course of things in- 
crease from year to year. Over the long period since 
1870 to the beginning of the war the average annual 
increase of bank credit has been precisely 5.7 per 
cent. Over the past six years since 1921 the average 
annual increase has been 5.2 per cent and for the 
latest year,—that ended June 30, 1927,—was exactly 
5 per cent. Certainly this is not excessive, nor does 
it bear out the contenton of inflation. 

* os + * * a 


What is more, since the Fall of 1924, the total 
expansion in demand deposits of banks has been but 
little more than 5 per cent. Increases in deposits 
have been largely in time deposits, the total expansion 
in this class being about 32 per cent. Approximately 
80 per cent of this increase in time deposits reflect 
savings accounts requiring presentation of a pass 
book and,—if the banks so require,—30 days’ notice 
before withdrawal. Again I say this is not inflation, 
the usual manifestations of which are an increase in 
demand deposits, the ordinary currency of industry 
and speculation. 


At the same time he sounded a warning 
that recent developments justify caution. 


It is true that in the last few months the expansion 
of credit has shown signs of exceeding a normal rate 
of increase. This should make us cautious, particu- 
larly in that quarter whence the unusual demand has 
been coming, namely, the stock market, but I see no 
occasion for alarmist statements regarding the use of 
credit in ordinary business transactions. 


He sounded ‘a reassuring note on the sub- 
ject of gold exports, pointing out the need of 
foreign countries for gold, our large surplus 
beyond our normal needs and indicated how 
gold exports could take place without disturb- 
ance to our credit situation. 

Remember that an increment in the gold supply of 
other countries is but the basis of a credit structure 
and the more that gold can be thus put to work the 
less will be the requirements of that country for out- 
side credit facilities. Since we are the well from 


which credit is most largely drawn by other countries, 
and since the development of business arising from 
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an easier credit situation abroad is certain to bring us 
trade, it is to our advantage that the gold be thus 
put to work where it can be most effective. We have 
at home today a considerable excess of gold which is 
beyond our normal needs and therefore is not working 


to its full, and certain it is that any increment to it. 


would form the basis for an inflaton that would not 
be to our adavntage. If we would then put this gold 
to its fullest uses, we should view with equanimity 
and satisfaction the shipment of our excess. Theoret- 
ically at least such exports could approach a. billion 
dollars without an adverse effect upon our credit 
structure, still leaving another billion in reserve, the 
use of which would be accompanied by only gradually 
advancing money rates. If it be suggested that even 
the first billion of gold exports could not take place 
without a tightening of the money market, a complete 
answer lies in the fact that the Federal Reserve 
Banks are in position to replace gold withdrawals by 
purchases of government securities in the open mar- 
ket concurrently with withdrawals up to a very large 
sum thus always leaving the money market in statu 
quo. Whether the Reserve Banks would pursue this 
course would be dictated by the exigencies of the 
money market as it might, from time to time, develop, 
as well as by the recognized desirability of retaining 
an adequate margin of free gold for future use. 


At the same time he raised the question as 
to whether we should not be in a healthier 
position all around if gold exports were per- 
mitted to exercise to a moderate extent at 
least their normal influence in the direction 
of somewhat higher money rates. 


I personally feel that it is an open question as to 
whether our present money rates are not unduly low 
and whether the country would not be on a sounder 
basis if current wealth were permitted a somewhat 
larger rate, even though this were to constitute a 
slight brake upon the activity of security markets, 
and I can conceive that at times it might be the bet- 
ter part of wisdom to permit the outward flow of gold 
to exercise its normal influence in the direction of 
moderately high interest rates. The banks of the 
country that rely principally on the difference be- 
tween interest received and interest paid for their 
livelihood are sorely tempted to high rate and, there- 
fore, high risk loans or high rate and often slowly 
marketable securities for their portfolios if low inter- 
est or easy money prevails for long intervals. 


Returning to the general business situation, 
he expressed confidence in the outlook for 1928 
as follows: 


With a sound credit situation, a return of Ford and 
other leading manufacturers to a normal output, a 
continuance of large scale building, and the substan- 
tial improvement that has occurred this year in agri- 
cultural conditions, we have powerful influences tend- 
ing to swing business back into its stride and to put 
1928 definitely in the list of years that have brought 
good times to the United States. 


As to the fact of 1928 being a Presidential 
campaign year, he felt that the absence of 
questions of vital economic importance in the 
campaign makes it possible to largely elimi- 
nate politics as an adverse factor in business. 

Prosperity, however, is not to be won with- 
out effort. He pointed out the necessity of 
applying the same study to the elimination of 
wastes in distribution that has been applied 
to the elimination of wastes in production. 
He said: 

We enjoy the greatest degree of prosperity and 
reach the highest standard of living when the greatest 
volume of things are being produced and the greatest 
volume of things are being consumed, and when pro- 


duction and consumption are in balance. These con- 
stitute a two-horse team, and it is the slow horse and 


not the fast one that sets the pace. In the past decade 
our intelligence and our resources have been most 
definitely applied in improving the methods of pro- 
ducton and in increasing its potential volume. I do 
not go so far as to say that we have reached the 
apex of efficiency in this regard, but we have at least 
reached a point of efficiency which is far and away 
greater than ever known before in the world’s history. 

So much for production, the fast horse. But what 
of consumption’? Installment buying, the convenience 
and efficiency of chain stores, mail order houses and 
department stores have given it stimulation, but it is 
still the lagging horse. If the dollar earned by the 


producer would consume more of goods, the price of 
the goods must be lowered, and considering the low 
profits currently reported, not only by producers but 
by all those many agencies entering into the distri- 
bution and merchandising of goods, it would appear 
that there is little room for further reduction of price 
to the consumer. The answer then must lie in the 
elimination of waste processes that exist between pro- 
duction and consumption to the end that this elimi- 
nation may reflect itself in lower prices. I cannot 
but believe that if the same degree of high intelli- 
gence that has been exerted in perfecting our produc- 
tive processes is persistently applied in the next few 
years to the problem of distribution and merchandis- 
ing, the amount of waste will be determined and the 
means found for elimination thereof. 


* * * * = * 


The urge is toward the larger unit and so in this 
necessary and inevitable process of waste elimination, 
we must look to and welcome the trend to the larger 
industrial unit, and our larger public utility unit, our 
larger railroad unit, and our larger banking unit 
must likewise develop to serve industry efficiently. 
Let us welcome this and every other trend that will 
spur to action the process of waste elimination, a sub- 
ject to which men’s minds will turn as surely and as 
effectively in the years to come as they have in past 
— in the development of a higher degree of pro- 

uction. 


In general conclusion: 


Perhaps you will say of my analysis that I am 
an optimist. A contemplation of our country with its 
vast territory, unimpeded by tariff barriers, its intelli- 
gent hard-working people and their high standard of 
living, its natural resources, its producing facilities 
never equalled anywhere at any time, a government 
ever working in the interests of the people and a com- 
parison of these conditions with those prevailing 
elsewhere in the world makes of me an optimist. As 
I see America today, a pessimist is out of place and 
is probably a dyspeptic. 


Italy on the Gold Basis 


On December 21 the Italian Government 
announced its decision fixing permanently the 
gold value of the country’s monetary unit. 
This brings to a conclusion the policy which 
had been followed since September of 1926 to 
regain for the lira as much as possible of the 
value which had been lost by depreciation, be- 
fore taking the final steps in stabilization. 
This policy has achieved an important degree 
of success, but evidently could not be carried 
farther without involving the country in seri- 
ous depression. The main outlines of the new 
plan are as follows: 





1. It is hereafter compulsory for the Banca d'Italia 
to convert at the Central Office in Rome its own notes 
into gold coin or foreign currencies of countries on 
the gold basis on demand. 


2. The gold parity is fixed on the basis of 7.919 
grammes of fine gold for each 100 lire, which is the 
equivalent to 19 lire for one dollar, 92.46 for one 
pound sterling and 3.66 for one gold franc. 

3. Present Banca d'Italia notes and state-notes will 
remain legal tender until such time as they are with- 
drawn from circulation; in addition, silver, nickel 
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and copper coins will retain the legal tender standing 
which they had before the promulgation of the present 
provisions, 


4. The Banca d'Italia is authorized to compute in 
its resources all the reserves in Italian lire on the 
gold basis outlined in paragraph No. 2, utilizing the 
excess to extinguish the debt of the State towards 
the Bank. 


5. It is further compulsory for the Banca d'Italia 
to retain gold or foreign currency reserves as per 
paragraph No. 1, amounting to at least 40 per cent of 
the total of outstanding note circulation and all 
other demand commitments. 


The value given the new unit is slightly 
lower than the old lira which has been stabil- 
ized since last June, but the slight fillip which 
is thus given to prices probably is counted on 
as a helpful influence in starting the new 
regime. Industry which has been under pres- 
sure throughout the past year undoubtedly 
will appreciate it. 


The Preliminary Program 


In making the public announcement of the 
plan, the Italian Government stated that the 
provisions had been under examination and 
study for a long period, and determined upon 
with collaboration and support of the Federal 
Reserve Bank and the Bank of England, acting 
for fifteen Banks of Issue of European and 
other countries on the gold basis. The pre- 
liminary program leading up over several 
years to this consummation, is reviewed as 
follows: 


1. Balancing of the budget, which has closed for 
the three past fiscal years with a considerable surplus. 

2. Determining, with substantial reductions of the 
original totals, the final status of the War Debts with 
the United States and Great Britain, and subsequent 
initiation of the Foreign Debt Amortization Fund. 

3. Control of commerce and foreign exchange. 

4. Unification of bank-note issuing power in one 
bank and the substitution for state-notes of silver 
coins containing, in their intrinsic value, their own 
metallic reserve. 

5. Deflation energetically inaugurated by the re- 
demption of 400.000.000 lire of 25 lire state-notes and 
the reimbursement to the Banca d'Italia through the 
transfer of Lit. 2.500.000.000 net proceeds of the Mor- 
gan Loan, of bank notes advanced to the Government 
by the Bank during the war. 

6. Supervision of the ordinary institutions of credit. 

7. Conversion of the Floating Debt (compulsory 
conversion into Consolidated Debt of short-term and 
seven-year Treasury Bonds and optional conversion 
of nine-year bonds); this has practically eliminated 
the Floating Debt, leaving outstanding only the nine- 
year bonds falling due from 1931 on. 


8. Floating of foreign loans by the great Italian 
industries, the foreign currency proceeds having been 
retained by the Government. 

9. Initiation of the Internal Public Debt Amortiza- 
tion Fund, which during the first three months of 
its existence redeemed Lit. 300.000.000 of securities and 
during the present month, its fourth, is subjecting to 
the process of redemption a further Lit. 450.000.000. 


10. Control of wholesale and retail prices. 


The statement adds that with the conclu- 
sion by the Banca d'Italia of an agreement for 
a seventy-five million dollar credit with the 


group of central banks headed by the Federal 
Reserve Bank and the Bank of England and 
a further agreement for a fifty million dollar 
credit from a group of private banks headed 
by J. P. Morgan & Company, the Banca 
d'Italia has now at its disposal 16,497,000,000 
gold lire (new parity) for the support of the 
new currency unit. This gives a potential re- 
serve of 94 per cent against paper circulation 
of approximately 17,500,000,000 lire. 


The Federal Reserve Bank of New York has 
stated that in association with the other Re- 
serve banks it has agreed, if desired, to pur- 
chase from the Bank of Italy a total of $30,- 
000,000 of prime commercial bills. This is 
their part of the $75,000,000 credit pledged by 
the group of fifteen central banks, the Reserve 
system counting as one. The banking support 
which is pledged is significant of world-wide 
co-operation and assured success. 


The program listed above leading up to this 
achievement testifies to the sagacity and states- 
manship which has been responsible for it, and 
to the industry, unity, courage and patriotism 
of the Italian people. The country is making 
unmistakable progress economically as evi- 
denced by the growth of the industries, in- 
creasing generation of electricity, growth of 
the merchant marine, drainage and irrigation 
of lands heretofore unproductive, improvement 
of railways, telephones, highways, harbors and 
other public utilities. 


Australian Bank Agency 


An addition to the list of foreign banks with 
direct representation in New York appeared 
in the opening here during the past month of 
an agency by the Commonwealth Bank of 
Australia. This bank is a Government insti- 
tution and its note issue department holds the 
sole right of currency issue in Australia. Be- 
sides functioning as fiscal agent of the Com- 
monwealth, it acts as bankers to the four 
Australian states of Queensland, South Aus- 
tralia, Western Australia and Tasmania. It 
does in addition a general banking business, 
with head offices in Sydney, branches in Lon- 
don and the principal cities and towns of 
Australia, and agencies for its savings depart- 
ment in more than 3,400 points throughout the 
continent. 

The balance sheet as of June 30 showed 
balances aggregating $697,000,000, and capital 
and reserve accounts exceeding $26,000,000. 

The opening of this agency, which marks 
the first direct Australian bank representation 
in this city, is another indication of world- 
wide recognition of the growing importance 
of New York City as a world money center. 
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